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Looking for something to read? See our Reading List; these books, separated by category, are 

ones we find interesting and insightful. We will be adding to the list over time.  
 

[Posted: August 11, 2021—9:30 AM EDT] Global equity markets are mixed this morning.  In 

Europe, the EuroStoxx 50 is up 0.3% from its prior close.  In Asia, the MSCI Asia Apex 50 

closed down 0.6%.  Chinese markets were higher, with the Shanghai Composite up 0.1% from 

its prior close and the Shenzhen Composite also up 0.1%.  U.S. equity index futures are signaling 

a slightly lower open.  With 452 companies having reported, the S&P 500 Q2 2021 earnings 

stand at $52.30, higher than the $45.31 forecast for the quarter.  The forecast reflects a 60.0% 

increase from Q2 2020 earnings.  Thus far this quarter, 86.5% of the companies have reported 

earnings above forecast, while 11.9% have reported earnings below forecast.   
 

The Confluence macro team publishes a plethora of research reports and multimedia offerings on 

a weekly and quarterly basis, all available on our website. We highlight recent publications 

below, with new items of the day emphasized in bold: 

• Weekly Geopolitical Report (8/9/2021): “August 15, 1971” 

• Weekly Energy Update (8/5/2021): The odds of a resumption of the nuclear deal with Iran 

continue to decline 

• Asset Allocation Q2 2021 Rebalance Presentation (5/20/2021): A video discussion of our 

asset allocation process, portfolio changes in Q2, and the macro environment 

• Asset Allocation Weekly (8/6/2021) (with associated podcast and chart book): We 

examine how unified government affects long-duration bond yields 

• Confluence of Ideas podcast (7/7/2021): “The Geopolitics of Taiwan and the Issue of 

Globalization” 

 

In today’s Comment, we open with a discussion of U.S. policy actions, with a focus on 

yesterday’s Senate passage of the bipartisan “hard” infrastructure bill and this morning’s Senate 

passage of a budget blueprint encompassing the Democrats’ big antipoverty and climate 

proposal.  We next turn to a review of key international news and end with a discussion of 

various developments related to the coronavirus pandemic. 

 

U.S. Fiscal Policy: The Senate yesterday passed the $1 trillion, bipartisan “hard” infrastructure 

bill by a vote of 69 to 30.  The bill now must be passed by the House, where Democrats have 

yoked the fate of the infrastructure effort to passage of their broad $3.5 trillion antipoverty and 

climate effort. 

• As promised, Senate Majority Leader Schumer launched a budget bill encompassing the 

antipoverty and climate package immediately after passage of the infrastructure proposal.  

That bill was approved by the Senate early this morning.  Up next: Schumer has set a 
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deadline of September 15 for committee leaders to submit their individual components of 

the package. 

• Separately, in the midst of voting on the antipoverty and climate bill, almost all 

Republican senators signed onto a pledge not to help Democrats raise the debt ceiling, 

even though the Treasury Department is already bumping up against the current limit and 

risks of a default are rising if the ceiling isn’t lifted in the coming weeks. 

o With Republicans insisting that the Democrats take responsibility for the 

increased spending in their plans, one idea they are considering is a standalone 

vote to suspend the debt limit.  That move could put pressure on Republicans to 

support the measure or risk rattling financial markets if the vote fails. 

o Lawmakers could also attach the measure to another must-pass bill, like 

government funding, to force the issue. 

 

U.S. Monetary Policy: Chicago FRB President Evans, a voting member on the FOMC this year, 

said he expects recent employment gains to continue, which would allow the Fed to declare that 

the economy has achieved the “substantial further progress” it targeted last December.  In that 

case, Evans said it would be appropriate for policymakers to start reducing their asset purchases, 

although he warned against tightening policy too early and accidentally forcing core inflation 

down below the Fed’s 2% target. 

 

Cryptocurrencies: Poly Network, which links some of the world’s most widely used digital 

legers, said it suffered a cyberattack in which thieves stole crypto tokens worth approximately 

$600 million.  The loss will probably feed into growing concerns about the fast-growing 

cryptocurrency markets. 

 

China: Against the backdrop of the government’s broad clampdown on Chinese technology 

companies, it turns out that its crackdown on education services is also broader than earlier 

known.  New reporting shows that many owners of private, for-profit schools have been forced 

to turn over their institutions to local governments without compensation. 

• China has approximately 190,000 private, for-profit schools, which educate about 20% of 

elementary, middle, and high school students.  Beijing wants to cut the share of 

elementary and middle school students studying at such institutions from 10% currently 

to just 5% as soon as the end of this year. 

• As the Chinese government continues to crack down on some sectors, investors are 

shifting their asset purchases toward industries they believe are favored by Beijing, such 

as high-tech manufacturing and renewable energy.  Shares of Chinese semiconductor 

companies, electric vehicle manufacturers, and solar panel makers listed in mainland 

China climbed over the past month, while shares of technology giants and companies that 

provide after-school tutoring suffered massive selloffs. 

 

China-Canada: A Chinese court has jailed Canadian citizen Michael Spavor for 11 years for 

spying, in a case that is considered retaliation for Canada’s arrest of Meng Wanzhou, an 

executive for Chinese telecom giant Huawei.  The sentence also includes a fine and deportation 
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of Spavor, although the deportation may only happen after the prison sentence is completed.  In 

any case, the sentence will probably further strain Chinese-Canadian relations. 

 

United Kingdom-Germany-Russia: German police have arrested a U.K. man working at the 

British embassy in Berlin on charges that he was passing information on to Russian intelligence 

agents.  The man is accused of working with the Russian intelligence agents since last 

November. 

 

United States-Germany-Russia: Secretary of State Blinken has appointed former diplomat 

Amos Hochstein as senior adviser on energy security, with a focus on measures to “reduce the 

risks” posed by the German-Russian Nord Stream 2 natural gas pipeline and support energy 

security in Eastern Europe.  The appointment of Hochstein, who had been an opponent of the 

pipeline and is seen as a hawk on Russia, could signal that the Biden administration still aims to 

take a tough approach toward Russia despite acquiescing to the almost-completed project. 

 

Brazil: A military parade in Brasilia that was widely seen as an attempt by President Bolsonaro 

to intimidate Congress apparently backfired as lawmakers voted down an electoral change 

championed by the president. 

 

Afghanistan: Taliban fighters have captured three more provincial capitals as they steadily 

tighten the noose on the central government in Kabul.  The Islamist group has now captured 

nine, or more than a quarter, of the country’s provincial capitals, more than half of the country’s 

mostly rural districts, and a number of economically important border crossings. 
 

 
 

COVID-19:  Official data show confirmed cases have risen to 204,192,836 worldwide, with 

4,318,124 deaths.  In the United States, confirmed cases rose to 36,058,757, with 618,149 deaths.  

Vaccine doses delivered in the U.S. now total 408,325,135, while the number of people who 

have received at least their first shot totals 195,646,711.  Finally, here is the interactive chart 

https://www.ft.com/content/4101c49d-d404-431c-aae5-96eab27d3b8f
https://www.ft.com/content/4101c49d-d404-431c-aae5-96eab27d3b8f
https://www.rferl.org/a/us-energy-nord-stream-hochstein-ukraine-/31403859.html
https://www.rferl.org/a/us-energy-nord-stream-hochstein-ukraine-/31403859.html
https://www.ft.com/content/50476072-f2e8-4fd0-8e41-862f344d89bd
https://www.ft.com/content/23b536a3-e0c3-4c0f-bf01-ce9df0685e10
https://www.nytimes.com/live/2021/08/11/world/covid-delta-variant-vaccine
https://coronavirus.jhu.edu/map.html
https://coronavirus.jhu.edu/map.html
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://covid.cdc.gov/covid-data-tracker/#vaccinations
https://ig.ft.com/coronavirus-chart/?areas=usa&areas=gbr&cumulative=0&logScale=1&perMillion=0&values=deaths
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from the Financial Times that allows you to compare cases and deaths among countries, scaled 

by population.   
 

Virology 

• According to the latest CDC data, 58.9% of the U.S. population has now received at least 

one dose of a vaccine, and 50.3% of the population is fully vaccinated.   

• President Biden will meet today with a number of large companies and institutions that 

have imposed vaccine mandates on their employees, in a bid to encourage more 

companies to require that their workers get vaccinated.  We note that if more companies, 

universities, and other institutions impose vaccine mandates, it would provide political 

cover for the administration as it seeks to pressure more people into getting a shot. 

• India is in negotiations with Western vaccine makers in an effort to secure tens of 

millions of COVID-19 vaccine doses in the next few months, which would ease supply 

shortages that have been stymying the country’s massive immunization campaign. 

• In the U.K., the latest surge of COVID-19 cases is giving rise to growing optimism 

among doctors and scientists that the highly transmissible delta variant can be held at bay 

with high levels of vaccination and public caution.  Although caseloads are now ticking 

higher after Prime Minister Johnson dropped almost all public health restrictions in mid-

July, hospital admissions have been falling and deaths are at a fraction of the level seen in 

earlier phases of the pandemic, according to the latest official data through early August. 

• Despite the positive signs out of the U.K., the fast-spreading delta mutation is still having 

some impact.  Southwest Airlines (LUV, 51.11) warned that the recent surge in cases has 

begun to weigh on its recovery from the impact of the pandemic. 

o The carrier said it has recently seen a slowdown in both near-term bookings and a 

rise in trip cancellations in August. 

o It now expects operating revenue for the month will be 15%-20% below 2019 

levels, compared with a prior estimate of a decline of 12%-17%. 

 

U.S. Policy Response 

• More than seven months after it was launched, the $46.6 billion pandemic rental 

assistance program has delivered just a fraction of the promised aid to tenants and 

landlords struggling with the impact of the pandemic.  As of June 30, just $3 billion had 

been distributed. 

 

U.S. Economic Releases  
 

Mortgage approvals increased in the week ending August 6, according to the Mortgage Brokers 

Association.  The MBA mortgage applications index rose 2.8% from the prior week.  The index 

for refinancing and purchases rose 3.2% and 1.8%, respectively, from the prior week.  The 

average 30-year mortgage applications rate rose 2 bps from 2.97% to 2.99%. 

 

U.S. consumer prices remained elevated in July but showed signs of easing.  The consumer price 

index rose 5.4% from the prior year, above expectations of 5.3%.  Excluding food and energy, 

consumer prices rose 4.3% from the prior year, in line with expectations.  
 

https://www.wsj.com/articles/biden-to-urge-businesses-to-require-covid-19-vaccine-for-workers-11628674201?mod=hp_lead_pos6
https://www.wsj.com/articles/biden-to-urge-businesses-to-require-covid-19-vaccine-for-workers-11628674201?mod=hp_lead_pos6
https://www.wsj.com/articles/india-looks-to-western-covid-19-vaccines-to-ease-supply-shortage-11628674884
https://www.wsj.com/articles/india-looks-to-western-covid-19-vaccines-to-ease-supply-shortage-11628674884
https://www.wsj.com/articles/fresh-u-k-covid-19-data-boosts-hopes-that-delta-variant-can-be-held-in-check-11628674201?mod=hp_lead_pos7
https://www.wsj.com/articles/fresh-u-k-covid-19-data-boosts-hopes-that-delta-variant-can-be-held-in-check-11628674201?mod=hp_lead_pos7
https://www.wsj.com/articles/southwest-airlines-starting-to-feel-pinch-from-delta-variant-11628683588?mod=hp_lista_pos1
https://www.wsj.com/articles/southwest-airlines-starting-to-feel-pinch-from-delta-variant-11628683588?mod=hp_lista_pos1
https://www.wsj.com/articles/covid-19-rent-relief-program-marred-by-delays-confusion-burdensome-paperwork-11628683200
https://www.wsj.com/articles/covid-19-rent-relief-program-marred-by-delays-confusion-burdensome-paperwork-11628683200
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The chart above shows the monthly change in the CPI and core CPI.  The monthly rise in the 

index slowed to 0.5% in July, lower than the previous month’s reading of 0.9%.  Meanwhile, 

CPI eased from 0.9% to 0.3%. 

 

However, the rise in the CPI offset the increases in weekly and hourly earnings.  Both real 

average weekly earnings and real average hourly earnings rose from the prior year. 
 

  
 

The chart above shows the real average hourly earnings for production and nonsupervisory 

workers.  Consumer prices rose faster than wages for supervisory workers, resulting in the 

decrease in real average hourly earnings of 0.6% from the prior year. 
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The table below lists the economic releases and Fed events scheduled for the rest of the day. 
 

EDT Indicator Expected Prior Rating

14:00 Monthly Budget Statement m/m Jul -$300.0b -$63.0b **

EST Speaker or event

8:00 Lorie Logan Speaks at Financial Crisis Forum New York Federal Reserve Executive Vice President

10:30 Raphael Bostic Fed's Role in Making the Economy More Inclusive President of the Federal Reserve Bank of Atlanta

12:00 Esther George to speak Business Economists President of the Federal Reserve Bank of Kansas City

13:30 Jerome Powell's Townhall Discussion with Educator Chairman of Board of Governors of Federal Reserve

District or position

Economic Releases

Fed Speakers or Events

 
 

Foreign Economic News 
 

We monitor numerous global economic indicators on a continuous basis.  The most significant 

international news that was released overnight is outlined below.  Not all releases are equally 

significant, thus we have created a star rating to convey to our readers the importance of the 

various indicators.  The rating column below is a three-star scale of importance, with one star 

being the least important and three stars being the most important.  We note that these ratings do 

change over time as economic circumstances change.  Additionally, for ease of reading, we have 

also color-coded the market impact section, which indicates the effect on the foreign market.  

Red indicates a concerning development, yellow indicates an emerging trend that we are 

following closely for possible complications, and green indicates neutral conditions.  We will 

add a paragraph below if any development merits further explanation. 
 

Indicator Current Prior Expected Rating Market Impact

ASIA-PACIFIC

China Aggregate Financing CNY m/m Jul 1060.0b 3670.0b 1700.0b * Equity bearish, bond bullish

Money Supply M2 y/y Jul 8.3% 8.6% 8.7% * Equity and bond neutral

New Yuan Loans CNY m/m Jul 1080.0b 2120.0b 1200.0b * Equity bearish, bond bullish

Japan Money Stock M2 y/y Jul 5.2% 5.9% 5.4% ** Equity and bond neutral

Money Stock M3 y/y Jul 4.6% 5.2% 4.7% ** Equity and bond neutral

Machine Tool Orders y/y Jul 93.4% 96.6% ** Equity and bond neutral

Australia Westpac Consumer Conf SA m/m Aug -4.4% 1.5% ** Equity bearish, bond bullish

Westpac Consumer Conf Index m/m Aug 104.1 108.8 ** Equity and bond neutral

EUROPE

Germany CPI y/y Jul 3.8% 3.8% 3.8% *** Equity and bond neutral

CPI EU Harmonized y/y Jul 3.1% 3.1% 3.1% *** Equity and bond neutral

Italy CPI EU Harmonized y/y Jul 1.0% 0.90% 0.9% *** Equity and bond neutral

AMERICAS

Brazil IBGE Inflation IPCA m/m Jul 1.0% 0.5% 1.0% *** Equity and bond neutral

Mexico International Reserves Weekly w/w 6-Aug $193278m $193424m * Equity and bond neutral

ANTAD Same-Store Sales y/y Jul 15.30% 21.10% ** Equity and bond neutral

Nominal Wages m/m Jul 5.60% 5.00% ** Equity and bond neutral  
 

Financial Markets 
 

The table below highlights some of the indicators that we follow on a daily basis.  Again, the 

color coding is similar to the foreign news description above.  We will add a paragraph below if 

a certain move merits further explanation. 
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Fixed Income Today Prior Change Trend

3-mo Libor yield (bps) 13 13 0 Down

3-mo T-bill yield (bps) 4 5 -1 Neutral

TED spread (bps) 9 8 1 Neutral

U.S. Libor/OIS spread (bps) 9 9 0 Up

10-yr T-note (%) 1.37 1.35 0.02 down

Euribor/OIS spread (bps) -55 -54 -1 Neutral

EUR/USD 3-mo swap (bps) 3 3 0 Down

Currencies Direction

dollar Up Down

euro Flat Up

yen Down Up

pound Down Up

franc Down Up  
 

Commodity Markets 
 

The commodity section below shows some of the commodity prices and their change from the 

prior trading day, with commentary on the cause of the change highlighted in the last column. 
 

Price Prior Change Explanation

Brent $70.85 $70.63 0.31%

WTI $68.48 $68.29 0.28%  

Natural Gas $4.09 $4.09 0.12%  

Crack Spread $24.22 $24.25 -0.15%

12-mo strip crack $20.86 $20.85 0.07%

Ethanol rack $2.40 $2.40 0.05%

Gold $1,735.03 $1,728.93 0.35%

Silver $23.35 $23.34 0.03%

Copper contract $433.65 $435.40 -0.40%

Corn contract $558.00 $553.25 0.86%

Wheat contract $735.75 $739.50 -0.51%

Soybeans contract $1,352.50 $1,336.75 1.18%

Baltic Dry Freight 3,375            3,371            4

Actual Expected Difference

Crude (mb) -0.5

Gasoline (mb) -2.0

Distillates (mb) -0.3

Refinery run rates (%) 0.30%

Natural gas (bcf) 47.0

Shipping

Energy Markets

Metals

Grains

DOE inventory report

 
 

Weather 
 

The 6-10 day and 8-14 day forecasts currently call for cooler-than-normal temperatures 

throughout most of the western third of the country and the southern region, with warmer 

temperatures for the rest of the country.  The forecast calls for wetter-than-normal conditions in 

most of the southeastern and Rocky Mountain regions, with dry conditions in the rest of the 

country.  Tropical Storm Fred has made landfall in the Dominican Republic and is expected to 

make its way to Florida on Friday.  There is some cyclone formation in the Atlantic near Africa. 
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Data Section 
 

U.S. Equity Markets – (as of 8/10/2021 close) 

 

  

0.0% 20.0% 40.0%
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Technology
Industrials
Materials
S&P 500
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Real Estate

Financials
Energy
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Real Estate

Technology

Healthcare

S&P 500

Utilities

Communication Services

Consumer Discretionary

Consumer Staples

Industrials

Financials

Materials

Energy

Prior Trading Day Total Return

(Source: Bloomberg) 
 

These S&P 500 and sector return charts are designed to provide the reader with an easy overview 

of the year-to-date and prior trading day total return.  Sectors are ranked by total return; green 

indicating positive and red indicating negative return, along with the overall S&P 500 in black. 

These charts represent the new sectors following the 2018 sector reconfiguration.  
 

Asset Class Performance – (as of 8/10/2021 close) 

 

-10.0% 0.0% 10.0% 20.0% 30.0%

US Government Bond

US Corporate Bond

Cash

US High Yield

Emerging Markets ($)

Emerging Markets (local currency)

Foreign Developed ($)

Small Cap

Foreign Developed (local currency)

Mid Cap

Value

Large Cap

Growth

Commodities

Real Estate

YTD Asset Class Total Return

Source: Bloomberg

 
 

Asset classes are defined as follows: Large Cap (S&P 500 Index), Mid Cap (S&P 400 Index), 

Small Cap (Russell 2000 Index), Foreign Developed (MSCI EAFE (USD and local currency) 

Index), Real Estate (FTSE NAREIT Index), Emerging Markets (MSCI Emerging Markets (USD 

and local currency) Index), Cash (iShares Short Treasury Bond ETF), U.S. Corporate Bond 

(iShares iBoxx $ Investment Grade Corporate Bond ETF), U.S. Government Bond (iShares 7-10 

Year Treasury Bond ETF), U.S. High Yield (iShares iBoxx $ High Yield Corporate Bond ETF), 

Commodities (Bloomberg total return Commodity Index), Value (S&P 500 Value), Growth 

(S&P 500 Growth). 

This chart shows the year-to-date 

returns for various asset classes, 

updated daily.  The asset classes are 

ranked by total return (including 

dividends), with green indicating 

positive and red indicating negative 

returns from the beginning of the 

year, as of prior close. 

 



 

 

20 Allen Avenue, Suite 300 | Saint Louis, MO  63119 | 314.743.5090 

www.confluenceinvestment.com 

9 

 

P/E Update 

 

August 5, 2021 
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P/E as of 8/4/2021 = 23.5x

 
 

Based on our methodology,1 the current P/E is 23.5x, down 0.6x from last week.  Rising earnings 

and steady index values led to the decline in the multiple. 

 
 

 

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the 

authors. It is based upon sources and data believed to be accurate and reliable. Opinions and forward-looking 

statements expressed are subject to change. This is not a solicitation or an offer to buy or sell any security. 

 
1 This chart offers a running snapshot of the S&P 500 P/E in a long-term historical context. We are using a specific 
measurement process, similar to Value Line, which combines earnings estimates and actual data. We use an 
adjusted operating earnings number going back to 1870 (we adjust as-reported earnings to operating earnings 
through a regression process until 1988), and actual operating earnings after 1988. For the current quarter, we use 
the I/B/E/S estimates which are updated regularly throughout the quarter; currently, the four-quarter earnings 
sum includes two actual quarters (Q4 and Q1) and two estimates (Q2 and Q3). We take the S&P average for the 
quarter and divide by the rolling four-quarter sum of earnings to calculate the P/E. This methodology isn’t perfect 
(it will tend to inflate the P/E on a trailing basis and deflate it on a forward basis), but it will also smooth the data 
and avoid P/E volatility caused by unusual market activity (through the average price process). Why this process?  
Given the constraints of the long-term data series, this is the best way to create a long-term dataset for P/E ratios. 


